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December 18, 2009 

The Honoruble Martin O'Malley, Govcmor 
The Honorable Thomas V. Mike l\'lill cr, Jr., PresidcnI orthc Senate 
The HonoHlbJ e Michael E. l3 usch, Speaker of the House of Delegates 
MeJ11bers of the Legislati ve Policy COl11mill ee 

Lad ies and Gentlemen: 

The Joint Committee on Unemployment Insurance Oversight was crealed pursuant to 
Chapters 50 and 51 of 2007 10 cont inue the work of the Committee on Unemployment Insurance 
Ovcrsiglll , whi ch had c.xpircd at the end of 2006, and its predecessor, the Unemploymen t 
rnsurance Funding Task Force, which provided recommendations during thc 2004 interim to 
reform the unempIO)111cnt insurance lax system; those recomJllendati ons became law under 
Chapter J 69 or 2005. The joint committee is ch~rgcJ with monitoring the 2005 changes, as well 
as considerat ion of other changes to the unemployment insurance system, through the end of 
2010 when it expires, During Ihe 2009 interim, Ihejoint cO Il1mitlce mettwil.!e (October 22 and 
December 17) , 

Oc tober 22 Mee tin g 

AI the fi rst meeti ng of the 2009 interim, the joint committee di scussed extending the joint 
eommillee beyond its expiration J ate of December 31, 2010, Further, thejoi nl eOllll11incc hea rd 
from the Secretary of Labor, Licensing, Regu lation, Alexander Sanchez, and the Assistan t 
Secretary of the Division of Unemployment Insurance, Julie Squire, which is under the 
DCpaI1111ent of Labor, Licensing, and Regulation (DLLR), on the condi tion of the trust fund ~ Ild 

the unemployment insurance (U I) system, Seve ral represen tatives of the Governor's legisla tive 
ortice discussed 3 proposal to adopt Ihe federal modelllizat ion initiali\'e, The Secretary of 
Business and Economic Development, Christian Johansson, and Delegnte LImes King discli ssed 
busi ness' perspective on the announcement that unemployment tax ra tes will he the highest 
allowed by law for calendar 20 I 0, 

Las tly. at thi s mee ting the JOlllt committee expressed its apprec l:!lIon to 
Mr, Thomas Wendel , fonner Assistant Secretary of the Unemployment Insurance Divis ion, who 
is retiring al the end of calendar 2009, for keeping the joint cOlllmittee 's infomled about UI 
issues and his dedication 10 improving the U[ system for over 22 yea rs, The joi nt comm illee 
requested reso lut ions from both the Senate of Maryland and Ihe House of Dciegntcs to be 
presented 10 Mr. Wendel upon hi s retirement. The joint committee Cllsa expressed apprec iation 
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to I'vls. Susan Bass, legi slati\'e liaison for the Unemployment Insurance Di\'is ion, who has 
assumed Ol hcr dUl ies with in the div ision, for her support and dedication to the legislature for 
111:10)' yea rs. Senator Middleton expressed appreciation to the ent ire stuff o f the Unemployment 
Insurance Divis ion for its ded ica tion during an extraordinarily high claimant fi ling period. 

Disc uss ion to Ex tend the J oinl Co mmitt ee Beyond 2010 

The joint committee disclissed whelher to extend its responsibil iti es for three more years 
or indefinitely. Several members indica ted that the joint commi ttee has been successfu l and is 
recognized as a model in other stales. Further, because ivlaryland's unemployment system sti ll 
needs adjustments, the group of stakeholders serving on the joint commillee has the experti se 
!tnd the des ire to cont inue, over the long haul , working toward additional improvements. The 
joint cOlllmittee vOled unanimously to conti nue its existence indefin itely. l lccordingly, 
legislatioll will be illtroduced by the joi1lt COli/ mittel' durinG th e 2010 sessio/l (0 remove the 
December 3 1, 2010 SUI/ set. 

Update on the Balance of the Unemployment Insurance Trust Fund and the 
Condition of the Unemployment Insurance System 

The joint committee received an update from Secretary Sanchez and Assistant 
Secretary Squire on the condition of Ihe trust fund and the UI system. They indicated that it has 
been an e.xlremcly busy year with claims up 54% and the implementation of t\\'o fedem l 
extensions and an additional federal weekly benefit. 

The balance of the tnlst fund has llllctliated over the yea rs, grow ing in good economic 
times to o\'e r $1 billion in each of calendar 2007 and 2008 and diminishing in bad economic 
ti mes to a lill Ie over S300 million as ofSeplember 2009. Iflhe balance oflh e tmst fund exceeds 
5% of tota l taxable wages in the Stale (as measured on September 30 of the currcnt year), the 
lowest tax rate table (Table A) is used to calcuhlle employer rates fo r the following calendar 
year. For calendar 2007 and 2008, employers paid from Table A which imposes a minimum tax 
rate of 0.3% (on the first 58,500 of annual wages of each employee) or 525.50 per employee. 
However, the tnlst fund b<llance on September 30, 2008, of S895 million was short by 
S53 mi ll ion of the amount needed to remain in the lowest (ax table fo r the fo llowing calendar 
ye<lf. Accordingly, employers arc payi ng a higher rate (Table B) in calendar 2009 - a minimum 
tax rate of 0.6% or $51 per employee. Approximately 66% of employers quali fy for the 
minimum tax rale in the lablc that is effecti ve for thaI year. 
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On September 30, 2009, the bala llce in the trust fund fell 10 $302 mil lion . This 
sign ificant declinc, combined with a recent decline of the taxable wage base 10 S 17.8 bill ion, 
places Maryland cmployers in the highes t tax tab le beginning in hnuary 201 0. Table F requ ires 
employers 10 pay ::I minimum of 2.2% ::Ind a maximum of 13.5% (5 187 10 S 1,1 47.50 per 
employee). The main dri ver of the decline of the trust fund is the increased claims for UI 
bendits resulting from the economic downturn. The State's unemployment rate wcnt from 4.5% 
althis time last year to 7.2% by September 2009. Average monthly payouts from the trust fund 
grew from S35 million in 2007 to S94 mi llion in September 2009. Benefit payou ts reached a 
peak in March 2009 of 524 mi ll ion per week. Initia l claims grew from abo ut 203,000 in ca lendar 
2006 to about 362,000 in calendar 2008 and over 301,000 in calendar 2009 (as of 
September 30, 2009). 

While Maryland's trusl fund is entering a level of concem, olher states arc projL'c ted to 
deplete their trust funds du ring 2009 to cover the cost o f benefi t payouts. Several states hi t 
b01\om du ring calendar 2008, deplet ing the balances of thei r trust fund s. When fund s are full y 
depleted, sta les may bon-ow fro m the federal government 's unemployment trust fund. 
Approx imate ly 22 states, as of mid-September 2009 have borrowed money to pay benefits. 
Generally, in order to prevent in terest from ac.cruing, which must be p<Jid wi lh general funds, 
loans must be repaid within a year; however, for calendar 2009 and 2010, the federal govc!11tllcn t 
has wJ ived interest requirements. According to Ms. Squ ire, Maryland's trust fund wi ll be fu ll y 
depicted duri ng carly 20 10. However, bon-owing from the fedcrill government is anli ci p<Jtcd to 
be short- tenn since firsl quarter emp loyer tax payments will be received in ea rly April 20 I 0 and 
may be used to repay any federal loan. 

The Amcrican Recovery and Rei nvestment Act of 2009, the federal stimulus legislation, 
was signed in to law on February 17, 2009. Through federa l tax revenues, a 20-week extension 
of tmemploymcnt insurance benefits is currently in effec t for eligible claimants who have 
exhausted their first 26 weeks of benefi ts; as of April 12 , 2009, the federa l extension increased 
by 13 weeks (for a total of 33 weeks o f emergency unemployment insurance benefi ts) as a result 
of the uncmploymcnt rate exceeding 6%. Additionally, any benefits paid for the wcek end ing 
Fcbnlary 28, 2009, or latcr are increased by $25 per week through fcderal in itiative. 

Proposals for Changes 10 the VI System, Includin g the f ederal Modernizati on 
Init ia ti ve and the Business Pcrspec ti n on the High UI Tax Rates for Calenda r 20 10 

Ms. Carolyn Quallrocki from the Gove rnor's Legislati ve Office and 
Mr. Mallhew Gallagher, the Governor's Chief of Siaff, di scussed the Governor 's in terest 111 a 
solvent trust fu nd that is ab le to provide adequate UI benefit s. The Governor created a small 
busi ness task force to seek ideas thaI would ease the UI tax burden on businesses. Olle idea thai 
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can be impkmclltcd admin istratively is allowing busincsses \0 pay UI taxes on a payment plan 
basis throughout the year. Curren tly, businesses pay quarterly with the majority of payments 
made at the end of the first and second calendar quarters. Another idea that wou ld requ ire 
legis lative action is to lower the interest rate on 1;lI c UI tax payments to ease the fi seal burden on 
employers Ihat are unable to pay 011 time. 

Ms. Qualtrocki indicated that the Govelllo r plans 10 introduce legislation that will 
implcment the rederal modemization initi ative but would like to seek the joint commiuee' s input 
:tbout the speci fi cs or the proposal. The fedc r:t l sti mulus legiSlation ineludes :tn overall to ta l of 
S7 billion for the UJ system across the slales. Under Ihe federal proposal, sc\'crallhollsand more 
workers in MMyland would be eligible for UI benefi ts and the Maryland tmst fund would be 
eli gib le for a total allotment of $126.8 million . To receive the $ 126.8 million in additional 
federa l fundin g, Maryland is reqll ired to amend it s UI statute during the 2010 sessioll . 

Generally, for states to be eligible fo r any o f thei r incentive paymcnts, the federal 
govcnlmcnt would award u state one-t hird of its 10Iai possible allotmcnt if thc slatc alters the 
base period used for calculating benefits to include the most reeen! calendar quarter. Many 
states, inc luding Maryland, lise the firs t four of the last fi ve completed quarters of employment 
as the b:lsC period (known HS the tradition:!l approuc h) . The quarter i11llllcLiiatcly pri or to filin g II 

claim is not used bccuusc employers do not repo rt those earnings unt il the following quarter (the 
quarter in which the claim is filed). lVlinimum qual ify ing wages arc speci fi ed under slate law 
and arc used, 310ng with high quarter wages, to detem, ine the weekly benefit amount fo r 3 
claimant. Under an altcmative base period upproach, if an ind iv idual docs not have sufficient 
wages in the base period to qualify for benefit s under the tradit ional approach, then the 
altemativc basc period would be thc laS! fOUl" comp leted ca lendar quarters i Jllmcdiat~ly preccding 
thc firs t day of the individual's benefit ycar. In Maryland, the impact on thc trust fund of 
adopting the al temat ive base pcri od approach is approx ima tely S 17 million annua lly, 

Once a state adopts the altcl11ati ve base period approach into its law, two- thirds of their 
re main ing allotmcnt would bc awarded if the state adopts at least two of fOLlr additiona l changes 
speCified by the legisla ti on. Thesc changes include ( I) making part-timc workers e li gible for 
benefits; (2) providing covcr:tgc to individuals who separate from work for compelling fam ily 
reasons (i llness of a family member, safety re<lsons due to domestic vio lence, change in spouse's 
employmellt loca tion) ; (3) providing Workrorcc Investment Act tra ining benefits for at least 
26 weeks in hi gh demand industries; or (4) IJd ding a 515 wcekl y allowance 10 UI payments for 
dependents. 
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Of the changes suggested in Ihe federal legislation, iVlaryland already allows part -t ime 
workers to be eligible for UI bencfi ts under ( ert :lin ci rcumstances, as pro\'ided under Chapters 5 
and 6 of 2009 (ahhough minor changes arc necessary fo r this law to qualify). The 
Unemployment Insurance Division estimated that the pa rt -time legi slati on has resulted ill an 
additional pay-out o f ap prox imately S600,000 in UI benefit s since the law took effect in April 
2009. Further, Maryland law provides an Cl li owancc for dependents unde r the age of 16; 
however, the dependents' allow:lIlce amount ($8 per week) is below the $15 required by the 
federal legislation. The estimated cost of the changes would be S6.8 million annually for 
providing coverage to individuals who separate from work for compelling fam ily reasons; 
S 1.8 mi ll ion annua lly fo r providing trai ning benefi ts; and S15.6 million for increasing the weekl y 
<Jl lowance to UI payments for dependents. 

Due to the e<lse o f administrat ion and low cost to the trust fund, Ms. Squire indicated that 
the Governor is interested in the options concerning el igibil ity for part-time, c.ompcl ling famil y 
reasons, and addit ional training. The option concerni ng dependen ts allowance would be too 
cxpensi \Ie. 

In addi tion to expand ing eligibili ty for UI benefits, the S126.8 mill ion could be used to 
increase the b<Jlance il1 the (nlst fund, potentia ll y allowing the S t ~lte to move to a lower tax rate in 
calendar 201 I. In order for a state to access its add iti on::! 1 federal fund s, the requi red provis ions 
Illllst be in place by August 31, 2011, and the effec ti ve date of the legislation mllst be on or 
before September 21, 2012 . 

During the di scussion, Secretary Johansson of the Department of Business and Economic 
Developm ent indicated that there are severa l ventles for the business communi ty to weigh in on 
their ideas as to how to get through curren t difficul t economi c period, especial ly in the 
construction fie ld which has seen a 50% loss of jobs. He stated that any ideas generated by the 
business community will be brought to the joint commitlee for consideration. Delegate King, as 
a member of (he Govemor's Small Business Task Force, expressed concem especially for small 
busi nesses. Mr. Ronald Adler and Mr. Thomas Saquella, representatives the business 
community, generall y suggested that if the federal initiati\·e is adopted, Ihen an opportuni ty 
would be created to make other changes to the system to diminish the costs o f the federal 
initi ati ve, such as mov ing to a variable duration approach, implementing a \O\'aiting week 
approach, Jnd el iminating el igibil ity fo r sick cla imants. Currently, cla imants arc el igible for up 
to 26 weeks, regardless of how long they ha ve been in the workfo rce; variable dura tion would 
limit the number of benefi t weeks depending on the length of time the claimant had been in the 
workfo rce. By implementing a waiting w(.'ek approach, a daimant would still be eligible for up 
to 26 weeks of bcnefi ts blJ! would not rccei \'c a fi rst UI benefit check unti l a week after the 
claimant was el igible for benefits; the savings from the de lay would result if the claimant was 
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rehired before drawing all 26 weeks. CutTell tl y, a cla imant who becomes sick continues to be 
elig ible for UI benefits despite !lot being able to work. not hci ng avai labl e for work, and nol 
acti vely seeki ng work, as is not the case with respect to the general req uirements fo r el igibili ty 
for unemployment insurance benefi ts. 

Mr. Jason Perkins·Cohell , a member of the joint committee and a representati ve of 
low-income consumcrs, encouraged adoption of the fed eral in itiative especially since the 
changes may eventually be a federal requ irement in the future. Mr. Emie Grecco, another 
member of the joint comm ittee and a representative of organized labor, questioned why options 
other than the federal initiat ive options were bei ng discussed. It light of the disc ll ssion, Senato r 
fvliddleton requested that a small group or the joint committee meet to sec ir a compromise could 
be reached with the varioll s stakeholders before the next meeting. 

December 17 NlceHng 

At Ihe second mecting of the 2009 interim, thc joi nt committee rurt her disc ll ssed the 
Governor 's proposa l and also heard from the business community on suggested benefit changes 
that would case the additional cos ts that would be reali zed from adopting the federal 
moderni zation initiative. The slll all group or the joint committee was unable to reach consensus 
despite meet ing several times. 

Assis tant Secretary Squi re attend cd the meet ing and began her comments by thanking the 
vmi ous stakeholders fo r provid ing input to the Unemployment Insurance Di vision. She also 
indicted thaI the new fed eral extension of benefits (effecti ve November 6, 2009) provides 
claimants with an additional 14 weeks. Leiters were sent to the claimants who had exhausted 
their benefit s (about 20,000) and to claimants who are about to exhaust their bencfi ts (about 
47,000) to infonn them or the additiona l weeks. Accordingly, with this new extension, a 
cla imant who is :tctivc\y seeking work would be eligib le fo r 73 weeks of benefits (26 weeks arc 
paid by the Maryland trust fund and then three tiers of federal benefits: first ti er is 20 weeks; 
second tier is 13 weeks, and the last tier is 14 weeks). 

Mr. Joseph Bryce, Govemor's Chief Legislative Officer, thanked the Secretary of 
Business and Economic Development and the Secretary of Labor, Licensing, and Regulat ion for 
thei r work on the UI tax burden issue. He stressed that the Govclllor is intcrested in putti ng 
people back to wo rk and, therefore, wil! be offe ring a tax credit for cmployers who hire. He 
stated that the Governor plans to implcment administra ti ve changes, including allowing 
indi vidual employers to enter into payment plans ror their UI tax payment s; however, he 
indicated that :tny 2010 tax obligation must be received by the cnd of 201 0 (but preferably 
Scptember 30) so Ihat there are not other un intended consequences for cmployers (i.e., fRS tax 
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issues). Fm1hcr, the Govcmor plans to introduce legi slation to reduce the interest payment for 
employers who arc unable to make timely tax payment s. Mr. Bryce indicated that it is a po licy 
decision not 10 make any other decisions at this time, but the Governo r would like to pursue the 
federal S126.8 mil lion by enact ing the federal modernization proposal. FUl1hcr, the Governor is 
interested in add itional immediate rate rel ie f thai cou ld be rea lized b)' implementing Tab le E 
instead of Table F in calendar 2010. Table E requires employers to pay a minimum of 1.8% and 
a maximum of 12 .9% (SI S3 to $ 1,096.50 per employee). By paying frolllihe second highest tax 
rate table instead of the highest tax rate table, employers overa ll Ul tax obligation will decrease 
by abou t S83 million. Wi th the session approaching, time is o f the essence for pol icy dec is ions 
to be made. 

The co-chairs requested tha t each of til e members on the joint commi tt ee comment on the 
Governor ' s proposa l. Mr. Grecco and 1'\'lr. Perkins-Cohen (representatives of organized labor 
and low· income consumers) generally indicated that they are sil tis fied with the Governor ' s 
proposa ls and would not support making any other changes that would lillli t UI benefits as is 
be ing proposed by the business cO lllmunity. Mr. Saqucl la, Mr. Rona ld Adler, and Ms. Patricia 
Baldwin (representatives of busi nesses) generall y ind icated that they could support the 
Governor's proposa l only if there arc other concessions. Otherwise, the ir respective 
memberships are will ing to pay the enti re 2010 Obligation required under Table F (spread out 
over the entire year) and forego the federal $126.8 million. While not fully di sc ussed, the 
concessions proposed include (1) changing the calculation of benefit entitlement fro lll a frac tion 
of high quarter earn ings to I % of base period wages; (2) requiring a waiting week for all 
vo luntary quits (14 states do not have a waiting week); (3) el iminati ng dependents allowance 
payments ( 13 states permil dependent allowance payments - es timated savings to the trust fund 
of S5 million); (4) e liminating sick claims (estimated sav ings to the trust fund of $2.7 million); 
and (5) removing the "stoppage of work" provision in ClilTen t law. The business represcn tat ives 
ind icated that these concessions could help offset thc additional cost of the federal modernization 
proposa l which is estimated to be ,111 add itional $19.6 million per year ($ 17 mi ll ion for 
implementing an altemative base period; 5600,000 for expanding benefits 10 part-time workers; 
and S2 million for providing Ul benefits to claimants who take tra ining classes). 

Mr. Morris Seaga\l , representat ive of an academic profession, indicated that the 
Sl2G.8million is mandatory to keep the tl1l st fund afloat and thutthe altemat ive base period 
approach is Illost like ly to be requi red in the future. Further, he ind icated that while the federal 
govemment is focusing 011 job creation, it is reasonable to spread out UI IiIX payments for 
employe rs and that the viabi lity of sma I! businesses must be cons idered in any proposal. 
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Senators Kelley and t:~lIlll indicate,j that SOl1lL' of tile bu~iness repn:sclltat i\'c ideas should 
be considered, whik others l1lily [WI he ICasibh,:. (jcnerJlly, Ihe joillt (O llllDiHee agreed that the 
small group of the joint ('o l11l11illcC need s 10 conlinue it s dfons Illr a c01l1pTl~rnisc package, 
During early January ~Ol 0, the join t cOlllmittee \\ ill rCCOJl\l'J1C 10 discuss theil' effons. 

11 is anticipat ed Ihat Ih e Con:' rnor will inlrOtlUl'l' a Llll'g isJati n package during (h e 
2010 session that will amend .\laryland's slalule 10 Ulect the requiremenls of the 
fed eral mod erniza tion legislation . 

Thcjoint committ t'e \\ould like to cx press it s <lppreci,llion tor the time ;md dTort invested 
by all members and agency stafr. The .il)int c(J!lll1lince k)oks fom·ard 10 the same spiri t of 
cooperation and assiswnce in th..: f\l!ure as il c:olltinucs Its r~' s p(): l s ibilili cs of monitoring the 
unemploymen t insllfancc system. 

I . 

Thomas \1c! .<1i n \ liddt.:tC'lJ] 
Senate Co-ch<lir 

TM.\1 :AM Il:TDB:nc , 
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